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Stephen McEachern  
Kurt Pany  
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Alan Rosenthal  
W. Ronald Walton 
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Beth Schneider, Deloitte & Touche LLP 
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I. CHAIR'S REPORT (File 1220) 
Edmund R. (Randy) Noonan, Chair, presented to the Auditing 
Standards Board the highlights of the Audit Issues Task Force's 
December 11, 1997 meeting. 
II. DIRECTOR'S REPORT (File 1221) 
Thomas Ray, AICPA Director—Audit and Attest Standards, 
reported on the following matters to the ASB: 
A. New AICPA Vice President—Professional Standards and 
Services 
T. Ray introduced Arleen Thomas. Ms. Thomas, currently 
AICPA Vice President Self Regulation and SECPS, has 
been named to succeed Dan M. Guy as Vice President—
Professional Standards and Services. The ASB 
 
Dan M. Guy, Vice President, 
Professional Standards and Services  
Thomas Ray, Director, Audit and 
Attest Standards  
Julie Anne Dilley, Technical Manager, 
Audit and Attest Standards  
Kim M. Gibson, Technical Manager, 
Audit and Attest Standards  
Gretchen Fischbach, Technical 
Manager, Audit and Attest Standards  
Jane M. Mancino, Technical Manager, 
Audit and Attest Standards  
Judith M. Sherinsky, Technical 
Manager, Audit and Attest Standards  
Tracey C. Barber, Chair, FASB 125 
Audit Issues Task Force (via 
conference call)  
Frederick L. Feldkamp, Member, FASB 
125 Audit Issues Task Force  
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congratulated Ms. Thomas and welcomed her to 
participate in the ASB's deliberations.  
B. Liaison Meeting with the SEC Office of the Chief 
Accountant 
On December 4, 1997, ASB and AICPA staff 
representatives met with representatives of the SEC's 
Office of the Chief Accountant and other SEC divisions in 
an annual liaison meeting. ASB representatives included 
R. Noonan, J. Gerson and J. Kilkeary. AICPA 
representatives included Dan M. Guy, AICPA Vice 
President—Professional Standards and Services, Jane 
Mancino, AICPA Technical Manager—Audit and Attest 
Standards, and T. Ray. Deborah D. Lambert, incoming 
ASB chair, also attended the meeting.  
SEC representatives from the Office of the Chief 
Accountant included Jane B. Adams, Deputy Chief 
Accountant, Robert Burns, Chief Counsel, Scott Bayless, 
Assistant Chief Accountant, Robert Lavery, Assistant 
Chief Accountant, Jack Albert, Associate Chief 
Accountant, Michael Kigin, Associate Chief Accountant, 
Armando Pimentel, Professional Accounting Fellow, and 
Bob Uhl, Professional Accounting Fellow. Also in 
attendance were Robert Bayless, Chief Accountant of the 
Division of Corporation Finance, Larry Friend, Chief 
Accountant of the Division of Investment Management, 
Lester Shapiro, Senior Accountant with the Division of 
Market Regulation, and Marc Hertzberg, Staff Attorney 
with the Division of Market Regulation.  
The ASB and AICPA representatives provided the SEC 
representatives an overview on the following matters.  
1. International standards setting. R. Noonan 
discussed the ASB's proposed initiative to 
strengthen its leadership role in developing 
international auditing standards and quality control 
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processes to meet the needs of the global 
marketplace. 
2. Proposed attestation standard on management's 
discussion and analysis. J. Gerson provided an 
update on the status of our project and noted that 
it was expected the ASB would vote on final 
issuance of the proposed Statement during the 
December 1997 ASB meeting. The SEC staff 
reacted favorably to the revisions made to the 
exposure draft subsequent to the exposure process. 
3. Reporting on consistency. D. Lambert discussed the 
ASB's desire to undertake a project to consider the 
current requirement to modify the auditor's report 
on financial statements for changes in accounting 
principle. She reminded the SEC representatives 
that we discussed the issue with them during our 
1996 liaison meeting. She also noted that we would 
prefer to learn prior to undertaking this project if 
the SEC would object to our changing the existing 
standard. The SEC staff noted that Rule 202 of 
Regulation S-X requires accountants to comment 
on consistency. To eliminate our requirement would 
require the SEC to change its rules. If we proceed 
on this matter, it would be helpful if the ASB and 
the SEC coordinate issuance of proposed SEC rule-
making and proposed auditing standards. 
4. Auditing standard on segment information. D. 
Lambert advised the SEC representatives that when 
Statement of Financial Accounting Standards No. 
131, Disclosures About Segments of an Enterprise 
and Related Information, becomes effective, 
Statement on Auditing Standards No. 21, Segment 
Information, will become obsolete. Because of the 
nature of the new accounting standard, the ASB is 
considering replacing its existing Statement with an 
interpretation of the auditing standards that 
provides guidance related to the new accounting 
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standard. We asked the SEC representatives 
whether they would have an objection with our 
replacing guidance currently included in a 
Statement with interpretive guidance. The SEC 
representatives agreed to consider the matter. 
5. Auditing guidance on Statement of Financial 
Accounting Standards No. 125. J. Kilkeary advised 
the SEC representatives on the status of a 
proposed auditing interpretation related to 
Statement of Financial Accounting Standards No. 
125, Accounting for Transfers and Servicing of 
Financial Assets and Extinguishments of Liabilities. 
The draft interpretation discusses the auditor's use 
of the work of a legal specialist to obtain evidence 
to support management's assertion that a transfer 
of assets meets the accounting standard's isolation 
criteria. J. Kilkeary noted that because of the 
potential for wide applicability of our interpretation 
and the amount of interest expressed during its 
development, the ASB took the unusual step of 
exposing the draft interpretation to a wide range of 
potential interested parties (as well as to the 
general public through AICPA's Web site). The 
interpretation would apply only to audits of financial 
statements that include transactions subject to the 
accounting standard entered into on or after 
January 1, 1998. The ASB expects to issue a final 
interpretation by the end of 1997. 
6. The Year 2000 Issue. T. Ray provided a brief 
overview of the auditing interpretations and the 
AICPA's publication related to the Year 2000 Issue. 
He also noted the ASB's commitment to develop 
and issue interpretive guidance on how the Year 
2000 Issue might affect the auditor's responsibility 
to consider an entity's ability to continue as a going 
concern in an audit of financial statements 
conducted in accordance with generally accepted 
auditing standards. 
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The staff of the Division of Market Regulation 
advised us that they are developing a proposal that 
would require approximately 700 of the largest 
brokerage firms to make certain specified 
assertions regarding their year 2000 remediation 
programs, in connection with their annual filings for 
the year ending December 31, 1998. The proposal 
also would require independent auditors to attest to 
the assertions. The proposal is not ready for public 
comment at this time.  
SAS No. 70 APS (File Ref. No. 4322) 
The SAS No. 70 APS Task Force developed an interpretation of 
SAS No. 70, Reports on the Processing of Transactions by 
Service Organizations, that addresses the responsibilities of 
service organizations and service auditors with respect to 
information about the Year-2000 Issue in a service 
organization's description of controls. Judith M. Sherinsky, 
technical manager, led the ASB in a discussion of a draft of the 
interpretation. In summary, the interpretation states that— 
? Information about the Year-2000 Issue that affects the 
services provided to user organizations during the period 
covered by the service auditor's examination should be 
included in a service organization's description of 
controls. An example of such information would be the 
fact that the service organization's system is incorrectly 
processing user organization transactions during the 
period covered by the service auditor's examination 
because of the Year 2000 Issue. If a service organization 
omits such information from its description of controls, 
the service auditor should disclose that information in the 
service auditor's report and modify his or her opinion on 
the fairness of the presentation of the description. 
? Information about a service organization's design 
deficiencies that could affect the processing of user 
organizations' transactions in future periods (beyond the 
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period covered by the service auditor's examination) does 
not have to be included in a service organization's 
descriptions of controls. If a service auditor becomes 
aware of such design deficiencies, he or she may 
communicate that information to management of the 
service organization and may consider advising 
management to disclose that information and its plans for 
correcting the design deficiencies in a section of the 
service auditor's report titled. "Other Information 
Provided by the Service Organization." The service 
auditor would disclaim an opinion on that information and 
also could consider disclosing that information in a 
section of the service auditor's document titled, "Other 
Information Provided by the Service Auditor." 
? Paragraphs 29 (g) and 44 (l) of SAS No. 70 state that a 
service auditor's report should contain "a statement of 
the inherent limitations of the potential effectiveness of 
controls at a service organization and of the risk of 
projecting to the future any evaluation of the 
description." Paragraph 44(l) states that the report also 
should refer to the risk of projecting to the future "any 
conclusions about the effectiveness of controls in 
achieving control objectives." The validity of projections 
to the future may be affected by changes made to the 
system and also by the failure to make changes when 
changes are required. A service auditor's report may be 
expanded to describe the risk of projecting conclusions to 
future periods because of a failure to make needed 
changes, such as changes to accommodate dates in the 
year 2000.  
The ASB recommended that the interpretations be revised to —  
? Include a footnote reference to the interpretation of AU 
section 311, Planning and Supervision, that provides 
additional guidance concerning a user auditor's 
responsibility for considering the Year-2000 Issue in 
planning the audit. 
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? Indicate that if a service auditor becomes aware of 
information about design deficiencies that could affect the 
processing of user organizations' transactions in future 
periods, the service auditor, in his or her judgment, may 
choose to communicate that information to management 
of the service organization and consider advising 
management to disclose that information and its plans for 
correcting the design deficiencies in a section of the 
service auditor's report titled. "Other Information 
Provided by the Service Organization."  
After revision, the interpretation will be sent to the ASB for 
fatal flaw review.  
SAS 59 AND THE YEAR 2000 ISSUE 
A working group was formed to discuss how the Year 2000 
Issue will affect the auditor's evaluation of an entity's ability to 
continue as a going concern. The group, chaired by Tom 
Birdzell, identified issues that may require specific guidance 
from the Board and drafted a document addressing such issues. 
Tom Birdzell presented the draft document to the Board. The 
Board reviewed the document, discussed the issues addressed 
therein, and—  
? Decided to issue the guidance in the form of an 
interpretation. 
? Restated the importance of providing guidance that will 
not be applied automatically to situations other than 
those relating to the Year 2000 Issue. 
? Agreed that, in general, the working group had addressed 
the more significant issues raised by the Year 2000 Issue 
(as it relates to the auditor's evaluation of an entity's 
ability to continue as a going concern).  
The Board asked the task force to finalize the interpretations 
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based on the document presented at the meeting.  
Ownership, Existence, and Valuation (File Ref. No. 2405) 
The Ownership, Existence, and Valuation Task Force (task 
force) is considering the auditor's responsibility for auditing 
financial-statement assertions about the ownership, existence, 
and valuation of financial instruments, commodity contracts, 
and similar instruments. The task force has drafted a proposed 
Statement on Auditing Standards (SAS) titled Auditing Financial 
Instruments, that revises the scope of SAS No. 81, Auditing 
Investments, to include all financial instruments. Luther E. 
(Tom) Birdzell, Chair of the task force, led the ASB in a 
discussion of interpretations of the proposed SAS that address 
the applicability of SAS No. 70, Reports on the Processing of 
Transactions by Service Organizations, to audit engagements in 
which a service organization (custodian) maintains custody of a 
user organization's financial instruments. The interpretations 
address the question "In what circumstances does an auditor 
need to obtain information about a custodian's controls that 
may affect the services provided to the user organization?" The 
question arises from the requirement in SAS No. 55, 
Consideration of Internal Control in a Financial Statement 
Audit, for an auditor to obtain a sufficient understanding of an 
entity's internal control to plan the audit. 
Paragraph 3 of SAS No. 70 states that the SAS is applicable to 
the audit of the financial statements of an entity that obtains 
either or both of the following services from another 
organization.  
? Executing transactions and maintaining the related 
accountability 
? Recording transactions and processing related data  
The ASB reviewed a draft of the interpretations and —  
? Agreed that SAS No. 70 is not applicable to audits in 
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which a custodian maintains custody of an entity's 
financial instruments and provides no other services to 
that entity. 
? Disagreed as to whether SAS No. 70 is applicable to 
audits in which a custodian maintains custody of an 
entity's financial instruments, collects interest and 
dividend income for that entity, and records those 
transactions. 
? Agreed that SAS No. 70 is applicable to audits in which a 
custodian maintains custody of an entity's financial 
instruments, is the "clearing broker" for that entity, 
collects interest and dividend income for the entity, and 
records those transactions. 
? Concluded that paragraphs 18 through 21 of the 
interpretations, which address situations in which an 
auditor may need to contact the custodian, should be 
deleted. 
? Concluded that an auditor should obtain information 
about a custodian's controls if the custodian has 
discretionary authority to initiate and execute 
transactions for an entity. However, the task force should 
further investigate whether there are exceptions to this 
situation.  
Summary of ASB Preference Vote 
Ownership, Existence and Valuation 
(File Ref. No. 2405) 
 For Against Abstain Absent
Is SAS No. 70 applicable 
if a custodian  
maintains custody of an 
entity's financial  
0 12 0 3
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FASB 125 AUDIT ISSUES TASK FORCE (File Ref. No. 
2605) 
Tracey C. Barber, Chair, via conference call, and Frederick L. 
Feldkamp, member, FASB 125 Audit Issues Task Force (task 
force), led the Board in a discussion of comments received 
during the recent informal exposure of the working draft of the 
proposed interpretation, "The Use of Legal Interpretations as 
Evidential Matter to Support Management's Assertion That a 
Transfer of Financial Assets Qualifies as a Sale," of SAS No. 73, 
Using the Work of a Specialist. F. Feldkamp also updated the 
Board on the status of discussions with the FDIC on the matter 
instruments and performs 
no other  
services for the entity? 
Is SAS No. 70 applicable 
if a custodian maintains  
custody of an entity's 
financial instruments,  
collects interest and 
dividend income for the  
entity, and records those 
transactions?
5 5 2 3
Is SAS No. 70 applicable 
to audits in which a  
custodian maintains 
custody of an entity's  
financial instruments, is 
the "clearing broker"  
for the entity, collects 
interest and dividend  
income for the entity, and 
records those  
transactions?
11 0 1 3
Should paragraphs 18 
through 21 of the  
interpretations be 
deleted?
10 0 2 3
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of securitizations by banks subject to receivership by the FDIC. 
In summarizing the comments received, T. Barber noted that 
many respondents expressed the same two concerns. One was 
that the interpretation, by requiring "would" language in a 
reasoned opinion regarding the isolation of transferred assets 
from an entity subject to the U.S. Bankruptcy Code, goes 
beyond the FASB's "reasonable assurance" standard. Another 
common criticism was the interpretation's conclusion that, in 
this context, an auditor should not use as evidence a legal 
opinion that is restricted to the client or to third parties other 
than the auditor. Following a discussion, T. Barber asked the 
Board to provide direction to the task force by a vote on these 
matters (see Summary of ASB Preference Vote).  
F. Feldkamp noted that the pending issues regarding the 
guidance in paragraphs 58 and 121 of SFAS 125 were not yet 
resolved, and that further communications with the FDIC were 
a necessary step to resolution of this matter. The Board 
directed the task force to scope out banks subject to FDIC 
receivership from the existing interpretation, and to develop 
guidance on these entities in 1998 after the issues have been 
resolved.  
The Board approved the task force's plan to modify the 
interpretation as directed and to issue the guidance by the end 
of the year via the AICPA Web site and Fax Back.  
Summary of ASB Preference Vote 
FASB 125 Audit Issues Task Force 
(File Ref. No. 2605) 
 For Against Abstain Absent
Should the interpretation 
retain the conclusion  
that a "would" reasoned 
legal opinion is consistent 
15 0 0 0
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ATTESTATION RECODIFICATION (File Ref. No. 2155) 
W. Ronald Walton, chair of the Attestation Recodification Task 
Force, led the Board's discussion of the project. The task force 
proposed splitting the project into two different phases: (1) 
amend the Attestation Standards to enable direct reporting on 
the subject matter of the assertion and make some other very 
limited changes to conform reporting guidance in the 
Attestation Standards with similar guidance in SAS No. 58, 
Reports on Audited Financial Statements, and (2) conform the 
Attestation Standards for relevant guidance in the SASs issued 
since 1986, when the Attestation Standards were first issued. 
The Board discussed:  
? The "dirty assertion" issue. The task force believes that 
AT 400, Reporting on an Entity's Internal Control Over 
Financial Reporting, and AT 500, Compliance Attestation, 
should prohibit reporting on management's assertion 
when there are material deviations. The task force 
believes that this would provide for the most effective 
communication with the reader. The Board believes that 
AT 100 should also contain the prohibition on reporting 
on the dirty assertion. 
 
with the concept of 
"reasonable assurance" in 
 
SFAS 125?
Should the interpretation 
retain the conclusion  
that an auditor should not 
use as evidence a legal  
opinion that restricts use 
of the findings to the  
client, or to third parties 
other than the auditor?
15 0 0 0
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? Integration of the Quality Control Standards into AT 100, 
Attestation Standards. This would involve adding 
language similar to that in AU section 161, Relationship 
of Generally Accepted Auditing Standards to Quality 
Control Standards, to AT 100, Attestation Standards. 
? Discussed conformity of the Attestation Standards with 
the IAPC August 1997 Exposure Draft and the Canadian 
Institute of Chartered Accountants' Assurance Standards.  
The task force will bring revised drafts of AT 100, AT 400, and 
AT 500 to the Board at its February 1998 meeting in San Diego 
with a view toward voting to ballot for issuance as exposure 
drafts.  
MANAGEMENT'S DISCUSSION AND ANALYSIS (File Ref. 
No. 3507) 
John A. Fogarty, chair of the Management's Discussion and 
Analysis (MD&A) Task Force, led the Boards discussion of 
issues relating to the proposed SSAE, Managements Discussion 
and Analysis. He noted that the task force had discussed the 
impact of Year 2000 issue disclosures on MD&A and had 
concluded that no changes needed to be made to the proposed 
SSAE. The task force has developed an outline of an 
interpretation of guidance on the Year 2000 issue as it relates 
to MD&A; the task force plans to finalize the proposed 
interpretation subsequent to issuance of the proposed SSAE. 
The Board:  
? Agreed to delete paragraph 76 on pooling of interests, 
and the related example 3 in Appendix A, because it was 
not consistent with guidance elsewhere in the proposed 
SSAE. The example report will be revised to reflect 
appropriate reporting when another practitioner has 
examined the MD&A for a subsidiary. 
? Agreed to make the proposed SAS, Amendment to SAS 
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No. 72, effective for comfort letters issued on or after 
June 30, 1998. The proposed SSAE on MD&A will be 
effective upon issuance. 
? Voted to ballot for issuance of the proposed SSAE and 
SAS as final standards (see Summary of Board 
Preference Vote).  
Summary of ASB Preference Vote 
Managements Discussion and Analysis 
(File Ref. No. 3507) 
ASB HORIZONS TASK FORCE (File Ref. No. 4430) 
James S. Gerson, Chair of the ASB Horizons Task Force (task 
force) led the Board's discussion of revisions to the planning 
document that had been made since the September ASB 
meeting. Actions proposed under Initiatives A and D, improving 
the core audit service and enhancing the utility of audit and 
attest guidance, respectively, had been streamlined and 
reorganized. A new action had been added to Initiative A 
pursuant to a meeting that several task force members had 
with the authors of a KPMG Peat Marwick LLP monograph, 
Auditing Organizations Through a Strategic-Systems Lens. 
Initiative B actions relating to attestation services were 
modified and expanded. Initiative C, dealing with the ASB's role 
in international standard-setting, was reviewed for its 
conformity with the draft strategic plan of the AICPA's 
Executive Committee on International Strategy. Resource 
requirements in Appendix B and a bibliography also had been 
 For Against Abstain Absent
Should the Board ballot 
for issuance  
of the proposed SSAE and
proposed  
SAS as final standards?
14 1 - -
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 added. 
J. Gerson noted that the planning document will be presented 
to the AICPA Strategic Planning Committee on January 23.  
The Board voted unanimously to adopt the plan to chart its 
initiatives over the next several years. Debbie Lambert, 
incoming ASB Chair, expressed her appreciation both to Randy 
Noonan, outgoing ASB Chair, for initiating the project, and to 
Jim Gerson, incoming ASB Vice Chair, for guiding it to 
completion.  
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